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In early November, a special "consulting group" of donor countries and lending institutions headed
by the World Bank met with Bolivian officials in Paris to review a government plan to sell off
Bolivia's six large state monopolies next year. The privatization program, which is expected to
reduce immensely public intervention in the economy while attracting a huge increase in private
foreign investment, earned broad praise from the consulting group, which promised to provide
at least US$1 billion in loans and donations over the next two years to reinforce the government's
structural adjustment program. Under the former governments of ex-presidents Victor Paz
Estenssoro (1985-1989) and Jaime Paz Zamora (1989-1993), Bolivia initiated a broad austerity drive to
overhaul public finances and control inflation, which by 1985 had reached 8,000%.
The strict fiscal and monetary policies pursued by both those governments allowed Bolivia to cut the
bottom out of inflation and stabilize the economy. By 1993, the consumer price index had dropped
to below 10% one of the lowest rates in South America and GDP had increased to 3%. Nevertheless,
unlike similar structural adjustment programs in neighboring Latin American countries, in Bolivia
neither of the two former governments attempted to follow up the stabilization program with
structural reforms to the economy, such as a broad privatization program or the enactment of
new laws to govern foreign and domestic private investment in the country. Thus, when President
Gonzalo Sanchez de Lozada took office in August 1993, his administration immediately drew up
a bold privatization program that, once it begins next year, will virtually invert present state and
private sector investment trends in Bolivia.
At present, public sector investment is equivalent to about 9% of GDP higher than in most other
Latin American countries while private sector investment has been running at barely 5% of GDP.
According to a new World Bank report on Bolivia published in October, for the most part public
resources "have been misallocated and invested inefficiently," which, in turn, has stunted, rather
than fomented, economic growth. Under the Sanchez de Lozada administration's privatization
program dubbed the "state capitalization plan" (plan de capitalizacion) the government will sell off
up to 50% of shares in the state's six monopoly enterprises, with the first public auctions to begin
in July 1995. Those six firms include the state oil industry (YPFB), the telecommunications company
(ENTEL), the electric company (ENDE), the state railroad (ENFE), the state smelting firm (ENAF),
and the state airline (LAB).
Taken together, those enterprises account for about one- eighth of the country's total economic
activity. Thus, the sale of half the stock in those firms combined with the enactment of new laws that
would ease regulations on foreign and domestic business activities in strategic economic sectors
such as mining and energy is expected to triple private sector investment from its present rate of 5%
to about 15% of GDP. At the same time, public investment is expected to fall to about 5% of GDP.
But since the overall investment rate is expected to grow to 20% or more, the government estimates
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that GDP will steadily accelerate in the medium to long term. Indeed, the government estimates
that the economy will grow by at least 5.5% in 1995 up from about 4.2% this year and will continue to
increase each year thereafter, reaching the goal of an 8% growth rate by year-end 1997.
Nevertheless, the capitalization plan will require a huge initial government investment to finance
the program, since unlike privatization schemes in most other regional countries- -where the sale
of public firms earned huge profits for government coffers the Bolivian plan will not earn direct
revenue for the government. Rather, the funds earned from the sale of shares will be reinvested
directly in the privatized firms to "recapitalize" those industries and foment growth. In addition,
the remaining 50% of stock in the newly privatized industries will not remain in government hands,
since the Sanchez de Lozada administration plans to evenly distribute the remaining shares among
all Bolivians over 18 years of age by setting up a special government pension fund for that purpose.
Since the government will not earn revenue from the sales, and since the reforms will be costly in
the short to medium term, the government expects its budget deficit to grow substantially over the
next two years. The deficit is projected to widen to 4.4% of GDP in 1995, from an estimated 3.3% this
year, and in 1996 it will widen even more. Consequently, earlier this year the government launched
a major drive to obtain foreign aid to finance the privatization program. In July, the Sanchez de
Lozada administration negotiated a new accord with the International Monetary Fund (IMF) that,
once it receives final approval, will provide US$150 million in fresh aid to Bolivia over the next
three years. Then, with the IMF's tentative backing, the government requested that the World Bank
convoke a special meeting of its "consulting group" on Bolivia.
The World Bank originally formed the group in 1985 to pool resources among a broad array of
governments and institutions to finance Bolivia's previous stabilization program (see Chronicle,
11/05/92). The group includes 24 foreign governments, headed by the US, Japan, Canada, Great
Britain, Italy, France, and Germany. It also includes 15 multilateral lending institutions and
development organizations, the most important of which are the World Bank, the IMF, the InterAmerican Development Bank (IDB), the Andean Development Corporation (Corporacion Andina
de Fomento, CAF), and the United Nations Development Program. At the conference, Fernando
Cossio Bolivian Minister of Finance, Development, and Economy appealed to the donor countries
and organizations to provide Bolivia with a short- term financial bridge to pay for the immediate
costs of the reforms. Once the reforms take hold, said Cossio, Bolivia will finally be on the path to
sustainable economic development, which should, in turn, eliminate the need for future assistance
from the consulting group.
"Bolivia greatly appreciates the aid it has already received," said Cossio. "We convoked this
conference, however, to appeal to the members of the consulting group to contribute to the reforms
now underway, reforms that will, once and for all, pave the way for a process of sound economic
and social development in Bolivia. We are, in effect, appealing for one final effort on your part to
help guarantee that, in the long term, these reforms allow us to reach a level of self-sustainable
growth and development." The government's appeal received an overwhelmingly positive response
from the group members, which together promised to provide Bolivia with at least US$1 billion in
financial assistance during 1995 and 1996, about twice as much as the government had originally
expected when it convoked the meeting earlier this year. Apparently, the economy's glowing
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performance so far this year a robust 4.2% expansion of GDP during the first semester, combined
with record-low inflation of below 8% earned the support of the conference participants.
According to Yoshiaki Abe the World Bank's representative for Latin America who presided over
the conference in Paris the promised aid will not only help finance the privatization program and
related reforms, but will also be used to set up programs to alleviate poverty and offset the effects
of structural adjustment on the poor. Among other things, for example, the World Bank will help
finance a nationwide plan to reform Bolivia's educational system, and it will help set up special
retraining programs for workers displaced from their jobs because of economic restructuring. "It is
essential to provide short-term relief to the poor especially in rural areas simultaneously with the
effort to carry out structural reforms, since the benefits of those reforms will not take hold until later
on," said Abe.
Programs to alleviate poverty are essential if the government hopes to avoid violent protests by
labor and grassroots organizations when carrying out reforms. Bolivia is the poorest country in the
Western Hemisphere after Haiti, according to the World Bank, which estimates that 70% of Bolivia's
citizens live below the poverty line on less than US$1.00 per day. The government's privatization
program is already provoking bitter conflicts with labor organizations. On Nov. 12, for example,
some 2,000 miners took over the Pailaviri lead, zinc, and silver mining complex in the southwestern
department of Potosi to protest the government's decision to convert Pailaviri into a joint venture
between the state mining company (Corporacion Minera de Bolivia, COMIBOL) and foreign private
investors
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